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ABSTRACT . ^ 

For one important set of data, namely, the data on 
unemploynient and employment collected by the Census Bureau in its 
monthly Current Population Survey (CPS), \ some information on 
nonsampling error is available that can l^e used to evaluate the 
regularly reported labor force figures. The paper is cpncerned with 
the nonsampling error that relates specifically to measurement, or 
response bias (the bias resulting from the\intervie¥ and enumeration 
process itself). It examines and tabulates the extent of the response 
bias and its effect on national estimates >,of, unemployment and 
employment. Onemployment rates corrected for this bias are estimated 
and compared with official unemployment r/ates. Cyclical and secular 
_di£ierences between official and bias-adjiistetd estimates of - 
unemployment are noted, and the alterniative unemployment rates are 
related to such cyclically sensitive vatiablels as GNP (Gross National 
Product) gap, wage rates,; and labor foi^ce participation rates. Census 
reinterviewing datja, up to now unexploqLtedir contain new, potentially 
valuable economic information. The da'*:ik indicates that when the 
official unemployment rateis adjusted, \ it is consistently and 
significantly higher, with the gap between the unadjusted and the 
adjusted rate widening in the most recent quarters. The reinterview 
data also indicate tliat the CPS consistei\tly understates total 
employment. (Author/LH) \ 
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, Foreword 



The W. E. Upjohn Institute for Employment Research is pleasedao pub- 
lish this study on the effect of nonsanipling error on estimates of unem- 
ployment, with the hope that it will increase awareness of and concern for 
measurement error in our national labor force statistics and will aid in the 
interpretation of such statistics. 

The total unemployment rate is probably the most widely watched and. 
deservedly or not, the nation's most influential siiiglc stati'stic. It is an 
index of psychological and economic hardship and a measure of unused 
manpower resources. It is used to express our national full employment 
goal, and it is a key guide for fiscal and monetary policies. It is the 
trigger that starts or stops the flow of billvons of dollars of government 
funds in a variety of programs. Eleetions-are won oriost on its message. 
It influences individual andTamily decisions — whether to seek work or 
not, to spend, or to save. It is a weathcrvane of the quality of life. 

This study is not concerned with the official concept or defmition of 
unemployment. Rather it deals with an important and frequently over- 
looked error in the national data that results from the interview and 
collection process — a type of nonsampling error called response bias. 
Estimates of this error are obtained from Census reinterview surveys and 
are used to adjust the total unemployment figures. The resulting adjusted 
unemployment rate proves to be historically higher than the reported one.. 
In recessions, understatement of the unemployment rate has increased. 

AThq author subjects" the adjusted unemployment estimates to a series of_ 
s/atistical and econometric analyses and finds thafthe Census reinterview 
data add to our understanding of the cyclical behavior of the economy./ 

We- hope tba^' these findings, coupled with previously unpublished 
livboji-forcf'data, will prove a useful contribution in macroecononlic* 
analysis, encourage further research on the measurement of unemploy- 
ment, and lead to improvements in survey and interview techniques, y 

The author accepts full responsibility for the interpretation of datyi and 
any errors in this paper. / 

■ ' ' \ 

'''Ben S. Stephansky 

Associate Director^ 

Washington, D.C. . ■ . 
December 1975 
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Cyclical Behavior 
of Bias- Adjusted Unemployment 

Many users of social and economic statistics are unaware of the existence 
or degree of nonsampling error, in current data on unemployment. The 
magnitude of such error, however, may be greater than the more familiar 
error due to sampling variability. One reason for this unawareness is that 
nonsampling error is difficult to conceptualize and measure. For one im- 
portant set of data, namely, the data on unemployment and employment 
collected by the Census Bureau in its monthly Current Population Survvey, 
some information on nonsampling error is available that can be usee! to 
evaluate the regularly reported labor force figures. The nonsampling 
error that is of concern here relates specifically to measurement bias, or 
response bias, i.e., the bias which results from thcyinterview and enumera- 
tion process itself. This paper will examine the extent of the response bias 
and its effect on national estimates of unemployment and employment. 
Unemployment rates corrected for this bias will be estimated and com- 
pared with official unemployment rates. Cyclical and secular differences 
between official and bias-adjusted estimates of unemployment will be 
noted, and the alternative unemployment rates will be related to such 
cyclically sensitive variables as GNP gap, wage rates, and labor force 
participation rates." 

Background 

The Current Population Survey (CI^S) is a 47,000 household sample 
survey conducted by the Census Bureau to obtain oflicii^l monthly esti- 
mates of employment, unemployment, and other labor force and popula- 
tion characteristics for the nation and various subgroups of the population. 
CPS interviews are conducted during the week containing the 19th day 
of the month and relate to activity or status during the previous week. In 
the week following the CPS survey,, the Census Bureau conducts reinter- 
- views, using different enumerators, for a subsample of about 2,000 of 
the original CPS households. In a given month reinterviews are conducted 
for a sample selection of one-sixth of interviewers and a further subsample 
of one-third of their work. All questions in the reinterview are the same 
as in the original interview and refer to the same status period as in the 
original interview. For 80 percent of the reinterview households the rein- 
terviewer compares the responses from the original interview and the re- 



Thc iiulhor appreeintcs ihc eoninicnts of nicnibers of the Census staff or> an ei'rlier 
draft and the help of the Statistical Indicators Division, of the Bureau of Economic 
Analysis, with the data proee.,sing. He hUvS benefited from conversations with W. 
Owens, I, Schreincr. M. .Hoiscn. M. VVeitzman, I. Siegel, and G. Narasimham. He 
especially thanks the Census Director, Vincent P. Barabba. who has unfailingly 
supported all efforts to increase the utility of Census .statistics. 
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jnlcrvlew, and any dilfercnccs arc reconciled* (Data lor the 20 percent 
non-reconciled households arc used to evaluate reintcrviewer performance 
and for administrative purposes. ) The reintcrviewer apd the respondent 
together attempt to determine the correct answer and ascertain the source 
of, anct possible reasons for, any differences. The main purpose of the 
reinterviews is to provide the Census Bureau with a quality control check 
on CPS interviewers. However, the rein.terview results can also used 
to assess4he overall quality of the original survey results, and they repre- 
sent an untapped source of information for socioeconomic analysis. 

The reintcrview data have several limitations, including relatively high 
noninterview rates (around 10 percent missed interviews); a sample that 
is small for the purpose of estiinirtrng detailed characteristics; a rotation 
group bias that differs from that of the full CPS; occasional months of 
missing data when reinterviews were not conducted because of the de- 
mands of large CPS supplements; the difficulty of clearly identifying the 
person responsible and the reasons for differences between the original 
and reintcrview responses; and up to now insufficient emphasis on pro- 
gram design to obtain improved estimates of bias. 

Nevertheless, there are a priori reasons to believe that the reintcrview 
results for some purposes may provide preferred estimates to the original 
fuM-sample results. Reintervibwers are generally senior or supervisory 
personnel who are more highly paid than original interviewers. Reinter- 
viewers are specifically instructed to try to reach the particular person in 

the-household about whom the questions are being asked (self-respon- 

• dent), whereas thcCPS interviewers manual instructs original enumerators 
to interview a knowlcclgeahle member of the household who usually 
, answers for all persons in the household. In addition, a careful attempt is 
made in reintcrview to reconcile and correct differences in responses 
between original interview and reintcrview. Therefore, the after-recon- 
ciliation results can be regarded as the more accurate. 

The CPS practice of readily accepting a proxy respondent in the orig- 
inal interview could be expected to produce ix downward bias in (lead to 
an understatement of) both unemployment and employment.. In order 
. to be counted as unemployed in the CPS', a nonemployed person must 
have actively looked for work in the preceding four weeks (checked with 
an employment agency, employer, friend, or relative; placed or answered 
a want ad; etc.); otherwise he is i^sidually classified as tiot in the labor 
force. As little as one hour of paid work qualifies a person to be counted 
as employed. However, it cannot reasonably be assumed that in house- 
holds with more than one potential earner all adiilt members of the house- 
hold have perfect knowledge of each other's activities. Some household 
members may noi be aware of the speciljc jobseeking activities of othp 
household members or may not know of their occasional or part-time 
empioyment. Therefore, the use of proxy respondents in the CPS could 



easily result in misclassifying genuinely uneiviployed and employed per- 
sons into the not-in-thc-labor-forcc category, with a consequent under- 
statement of unemployment and eniployment/Siich misclassification 
would presumably be corrected by self-respondents in reinterview. 

As will be shown in this paper, the rcinterview results are consistent 
with , this hypothesis. Information obtained during the reconciliation pro- 
cess is also supportive. According to reinterviewer reports, the single most 
important reason for differences in unemployment between original inter- 
view md rcinterview is that respondents were not fully informed about 
the activities of othcf-hou.sehold members. Other factors associated with 
understatement of CPS unemployment include not understanding the 
definition of looking for work, thinking of the wrong survey period, mis- 
recording information, not asking all required questions, assuming an- 
swers, and conducting interviews under difficult or unfavorable conditions 
(language problem, sickness in family, intoxication, etc.).' 

It is also reasonable to expect that the' understatement of unemployment 
would increase in recessions. Given a tendency toward misclassification 
and understatement of unemployment in original interview, the higher the 
level of joblessness, the greater the number of persons who would be sub- 
ject tp misclassification. The cyclical behavior of rcinterview estimates of 
unemployment will be analyzed later in the paper, . * 

Gross and Net Changes ' \ • ) 

\ Differences in unemployment are largest between original interview 
and rcinterview prior to reconciliation. Reconciliation -educes these dif- 
ferences substantially, but grpss and net differences after reconciliation 
often remain large. In 1974, the latest full year for which 
at this writing, there was a 38 percent average gross shift! 
between original CPS interview and rcinterview before reconciJiation; i.e., 
the absolute mimber of persons who moved into and out of unemploy- 
ment status between interview and rcinterview was equal to slightly more 
than one-third the number who were classiP.ed as unemployed upon rcin- 
terview prior to reconciliation. The gross shift after reconciliation declined 
to 22 percent of those finally classified as unemployed, of which half was 
nonoffsetting (net shift). -Most differences involving movements into or 
out of unemployment were associated with persons other than the head 
of the household, i.e., women and teenagers. This is the same group that 
constitutes most of the 'Mabor reserve/' or ^'hidden unemployment'' (see 
Telia, 1965, and Dernburg and Strand, 1966). 



data are available 
in unemployment 



^According to the unpiihlished findinizs of I. Schreiner of the Censufi Bureau, dif- 
ferences ir» unemployment between original intcrvic\^' and reinlerview arc larger 
when respondents dilTer or when respondents are proxy on original and .self on 
rcinterview than when respoodeiiis arc self or the same proxy both times. \ 



The analysis that follows is based on net diflerences in unemployment 
after reconciliation. The labor force denominator of the unemployment 
rate also reflects net shifts into and put of eniploymcnt as well as un- 
employment. 

Annual Estimates 

Some indication of the reliability oil Census subsample estimates of 
unemployment can 'b^^-h:^t^by^ompa^ing the original CPS interview re- 
sponses of the reinterview subsample with the original responses of the 
full CPS sample Table I shows annual unemployment rates (1956-74) 
for the full sample (UFS) and the original subsample (UOS), The series 
are quite similar, moving in close cyclical consonance (r — ,92),- In 13 
of the 19 years, the two rates were either the sxuiie or differed by 0, 1 per- 
centage point; in 5 years the difference was 0,2 point; and in I year (1965) 
the difference was 0,5 point. For all years the difference averaged O.T 
point, and for peak and trough years of unemployment the average dif- 
ference was also 0, 1 poi^nt. The degree of similarity in the two series would 
seem to lend crcdibilityVto the reinterview sample, at jeast for estimating 
yearly unemployment rates, and suggests that the reinterview program's 
limitations arc not fataL The reinterview subsample would appear to be 
rea.somibly representative, and small sample size not a serious problem 
for aggregate estimates. 

The unemployment rate after reconciliation (UAR) is shown in Table 
2, together with the percentage point difference between UAR and UOS. 
As expected, UAR is generally higher than UOS (differences are positive). 
The implication is that UFS historically has been understated by dn ;\nmial 
average of 0.3 percentage point for the period 1956-74. This is.equivalent 
to 7 percent of the mean numb^br of persons unemployed. ' Average annual 
differences between. UAR anci UOS are higher in the\ second half of the 
period ( 1966-74) than in the/first half ( 1956-65), averaging 0.4 and 0.2 
percentage point, respectively.. These differences are Caual to ,9 percent 
and 5 percentj^respectively, of the total number of persons unemployed. 
(The pattern &( relatively larger differences in the most rbccnt decade also 
occurs when UAR is directly compared with UFS.) \ 
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-Scc\notc, Tabic 1. The correlation ^^js leased on histcirica| ful\-sanip!e data" not 
rctrospcttively readjusted for subsequent changes in the definition of unemployment 
in order to be on the same basiA as the reinterview data which are not back-adjusted 
by the C ensus Bureau. Although not strictly comparable, full -sample annual unem- 
ployment rates thai have been historically revised for changes in definitioo remain 
highly correlated with original (unrevised) estimntes of unemployment from, the 
reinterview subsample (r* = .95). ^ ' 
1.6 standard error of the anni>id difTerence in the number of personfi, unemployed 
relative lo the level of unernployiient is equal to ahoiit 1 ' r percentage points. This 
is equivalent to about 0.1 perccmiige point in the total unemployment ra^e (see U-S. 
Bureau of tlie Gcnsus. 1963, p. 12). 



Table 1 

Full-Sample and Rcintcrvicw Subsampic/ 
Unemployment Rates 
1956-74 



Year ' 


Original response 
s full sample 


Original ri^sponse 
reinterview subsaniple 


1956 


.3.8 


3.7 


1957 


4,3 


■4.2 


, 1958 


. 6.8 


6.8 


1959 


! 5.5 


5.6 


1960 


5.6 


5.4 . ' 


1961 


6.7 


6.9'. 


1962 


5.6 


5.5 


1963 


■ - 5.7 


5.6 


1964 / 


5.2 


5.2 


1965 y 


4.6 


5.1 . 


1966 i ,, 


3.9 


4.0 \, 


1967 - 


3.8 


3.8 . \ 


1968 


. :,3.6. 


. 3.7 


1969 \ 


■ 3.5 


3,7. 


1970 r 


4 9 ; . 


5.1 




5.9 


1971 , 


5.9, 


1972 


5.6 s 


5.4 


1973 


4.9 ' 


'■ 5.0 


1974 


5.6 


5.5 ■. 



Note: Since reinterview estimates of .uneniplo^nicnt for 1956-66 arc availatrte 
only for persons age 14 and over, full-saniple annual estimates for this period/are 
also shown for age 14 and over as initially published, not readjusted for changes in 
definition adopted in either 1957 or. 1967. For 1967 on, all data are for persons 
age 16 and over. There are 19 scattered months of unavailable reinterview data in 
the 19-year period 195(S-74. 

The largest difference in the 19-year period (0.6 percentage point) 
occurred in 1974, a relatively high unemployment year. In terms of 
national aggregates this translates to 550,000 additional persons unem- 
ployed, equal to 11 percent of total unemployment adjusted to include 
the understatement. The unemployment rate difference doubled in .*iize 
between 1973 and 1974, coinciding with a sharp decline in real GrOss 
National Product and H fivefold increase in the GNP gap. At 6.1 percent>^ 
UAR was 2.1 percental points above 4 percent unemployment (as one^ 
measure of full employmem). while UOS was only 1 .6 points higher. How- 
ever, annual estimates of UAR-UOS do not reveal a consistent relationship^ 
to yearly changes in the unemployment rate. 



Fable 2 



Reinterview Subsample Unemployment Rate 
1956-74 







Reconciled Ics.s 


Year 


Reconciled 


orij-inul response 


19^6 


3.9 


0,2 


1957 


4.3 


0.1 


1958 


- . 7.0 


0.2 


1959 


5.8 


0.2 


/ 1960 


5.7 ' 


.0.3 


196} 


1.2 


0.3 


• 1962. 


■ . 5.5 . 


0 


1963 


6.0 


0.4 


1964 


■ ■ ' 5.7 ' 


0.5 


1965 


■ 5.4 


0.3 


1966 


4.2 , ' 


0.2 


•/ 1967 


4.3 


0.5 


/ 1968 


.,4.0 


0.3 


./ 1969 


4.1 


0.4 


1970 


5.5 


0,4 


1971 . 


6.3 


0.4 


1972 


5.6 - 


0:2 


1973 


5.3 


0.3 


1974 


6,1 


0.6 



The comparatively high level of UAR occurred primarily as the result 
of fewer persons being classified as not in the labor force up'on reihter- 
view, i.e., there was a consistent net shift between priginal interview and 
reinterview from nonparticipation in the labor force to unemployment, 
mainly among nonheads of. households. Employment upon reinterview 
was also consistently higher than in original interview, but usually by'^l 
percent orMess per ye^ir. By comparison,"~for the not-in-thc-labor-forcc 
category, ^the reconciled reint^^rview count as a percent' ^of the original 
sub.sample estimate rangejd between 97 and 99 percent, averaging about 
98 percent for the period 1956-74. ^ . 

The understatement in the originally measured civilian labor force 
varied between 0,9 percent (I96Z) and 1.7 percent ■(i974), averaging 
l.2jL«cent for 1956-74. Over time, the reconciled estimates of the labor 
force rose r^ilative to the original subsample estimates; mainly because of 
the growing differential in unemployment. The average yearly percent 
understatement in the original labor force increased from I.I percent in 



l956-6>^ to 1.4 percent in 1966-74. In these same periods'the average 
understatement of the number oT^^cftujjQS^ unemployed rose from 5.2 per- 
cent to 9. 1 percent, and for the employed irrpse from 0.9 to 1 .0 percent. 

, Expressed in terms of full-sample (nationr.l ) estimates, the understate- 
ment of the labor force amounted to 0.7 millioii in 1956, increased to 0.9 
million in 1966, and to 1.5 million in 1974. Employment constituted 
about 0.5 million, 0.7 million, and 0.9 million of the labor force gap in 
these three years, respectively. Although the percentage understiiement 
is greater for the number of persons unemployed than for the employed, 
in terms of a head count the understatement in employment is greater. For 
the most recent decade, the reintcrview data imply an average annual 
growth rate of the labor force that is about 0.1 point greater than the rate 
based on full-sample data. Table 3 shows the percent understatement in 
the labor force, employment, and unemploymept for 1956-74 annually. 

It should be emphasized at this point that these estimates of understate- 
ment are conservative. The 80 percent^ reconciled sample of, households 

/ Table 3 



Percent Understatement in Original Subsa^pnple Estimates 
of the Labor Fore/, Employment, and Unemployment 
1956-74 



Year 


• Labor force 


Employment 


Unemployment 


1956 


1.08 


. 0.87 


6.21: 


1957 


0.88 


0.76 


3.60 - 


1958' 


> r 


1.04 


3.01 


' 1959 


1.08 


0.90 


• 4.05 


1960 


1 .09 


0.86 


5.21 , 


196! 


0.99 


0.70 


4.84 


1962 


(K86., , 




1.23-'' 


1963 


1 .22 


0.80 


8.12 


1964 


1.21 


0.74 


9.01 


1965 


1 .35 


^ i.06 


6.36 


i 966 


' .1.25 . 


. 0.93 


8.02 


1967 


1 .59 


,1.06 


13.28 


^' 1968 


1.42 


1.18 , 


8.33 


1969. 


1.44 ■ 


1.01 


11.11 


1970 


_ 1.13 


' 0.12' 


8.46 


. . 1971 


1.39 


1.0 1 


■ 7.06 p 


1972 


1.41 . 


1 .09 


6.34 


1973 


1.44 ' 


■ 1.09 


"7.57 


1974 


• K65 


1 .02 


11.62 
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reveals a significantly lower level of dilTcrcnces in response between orig- 
inal interview anJ initial reinterview than' does the 20 percent non- 
reconciled sample of households. The lower difTercnces for the 80 percent 
group are attributable to reinterviewers not adhering to the rule of inde- 
pendent interview in conducting the reinterview. Thus, some ditTercnces 
are concealed. , '* 

\ . 

Quarterly licnd-Cyclc Estimates 

Some additionai indication of whether^ (JAR or UAR-UOS contain new 
economic information can be obtained by correlating these series, and 
UFS, with other variables that would j)e expected to be related to unem- 
ployment, However, correlations based on annual data would be limiting, 
Cyclical lluctUations would be dampened, and 19 yearly observations are 
insullicient to study relationships in subperiods. Therefore, quarterly un- 
employment rate series for UOS and (JAR were assembled from unpub- 
lished Census data, starting with the second quarter of 1955. (earliest 
available), and were seasonally adjusted using the Census X-l I program 
for quarterly data, . . ^ 

Unfortunately, the quarterly estiniates of unemployment based on 
reinterview data showed sizable random lluctuations, which reflect the 
relatively small size of the reinterview sample as compared with the full 
CPS sample.* (Full-sample unemployment is virtually noise-free.) There- 
fore, trend-cycle values ^f the seasonally adjust-ed original subsample un- 
employment rate (JCUOS) and of the reconciled unemployment rate 
(TCUAR) were derived and are shown in Table 4. 

TCUOS follows quart^erly UPS (currently reported) reasonably closely 
(r = ,93, 5502-7.402). However, the relationship is closer.;in the first 
decade (r ' - .98, 5502-6404 ) than in Jhe second (r- - .86,65^1-7402 ) . 

TCUAR is mostly higher than TCUOS (and than UFS), with the larg- 
est quarterly ditTercnces occurring in runs. ' The average- difTerence for 
the 79 quarters shown in Table 4 was slightly less than 0.3 percentage 
point, DilTcrcnces were largest (0.4 percentage point or more) for the 
relatively high unemployment , periods 6004-6102, 6301-6403, 7103- 



»The overall standard dcviuion of the irregular component for the qiiarlcrly 
orii^inal siihsaniple unemployment rate and the reconciled rate was 5 percent (5502- 
7402.' i.e., from the second quarter in 1955 through the .second quarter in 1974), 
although in one year (1972) it was'as high as 15 percent or about equal to a varia- 
tion of 0.5 percentage point in the unemployment rale around trend -cycle values. 

- -'A comparison of original interview and reconciled unemployment rales using 
hnth seasonally adjusted and imadjusted data reveals that the moving average u.sed 
in the trend-cycle dalculations did not produce the runs in^ the difTerence between, 
the two trend-cyciel unemployment rates. Rather; the runs are a characteristic of 
the raw data. 

. . " ■ 8 . /' 
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7104, and 7303 on, and for the low unemployment periods 6604-6702, 
68D^69TT2': and 7001-7003. 

For comparative purposes an alternative (preferred) unemployment 
rate was constructed that is adjusted for understatement and also ftce of 
the noise evident in the subsample reinterview data. 1 his was done simply 

Tahiti 

Trend-Cycle Unemployment Rate 
Original and Reconciled Subsample 
Second Quarter 1955— Fourth Quarter 1974 



Year and 


~ — i — \ 

Original 




■ Year and / 


fin m n 't i 

wriginai 




quarter 


response 


Reconciled 


quarter^ 


response ■ 


Reconciled 










r>.o 


J.O 




4.3 . 


4. J 




J .4 


<I A 


5 J 03 


4.i 


4.4 


OZU3 




^ A 




4 0 


4. 1 


6204 


5.6 


5.7 


. 560! 


3. / 


3.V 


03U I 


J .O 


o.u 


5602 


3.7 


3.9 


o3UZ 


J.O 


0.^ 


5603 


3.9 


4. 1 


o3U3 


J.O 


A 1 
0. I 


J nu*+ 


'-r.\f 




6304 


5.4 


5.9 


5701 


. 4.1) 


1 t 

4.1 


o4U I 


r> .4 


J ..y 


.5702 


4.0 , 


\ A t\ 


o4UZ 




j.V 


5703 


4. 1 


4.3 


o4U3 


^ t 


^ C' 

J.J 


5704 


4.8 


5.1 


6404 


5.1 


5.3 


. 5801. 


6.2 


6.4 ' 


6501 


5.2 


5.5 . 


5802 


7.1 


■7". 3 


6502 


5.1 ; 


5.4 


5803 ' 


7.1 


7.2 


"6503 


5.0 


5.2 • 


5804 


6.7 ' 


■ 6.8 ^ 


6504 




4.9 


5901 


6.1 


6.2 


6601 


4.3 


4.6 


5902 


5.6 


5.7 ' 


6602 • 


3.9 . 


4.1 


5903 


5.4 


5.6 


6603 


3.7^ 


,3.9 


5904 


5.3 


^•.^ 


6604 


3.6 


4.0 


6001 


5-1 


5.3 


6701 


3.6 


. 4.2 " . 


6002 


' 5.2 


5.4 - 


6702 


■ 3.8 


4.3 


. 6003 . 


5.5 


5.8 


6703 


3.9 


. 4.4 


.6004 


"6.1 


6.5 


6704 


3.8/ 


4.3 


6101 


6.7 . 


7.1 ■ 


6801 


3.7 


3.9 


-6102 


= 7.1 


.7.5 


6802 


3.7 


3.8 ... 


6103 


7-0 


7.3 


6803 


3.8 


4.0 


6104 


' 6.5 


6.6 


6804 


3.6 


4.0 
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l able 4 (Continued) 

Trend-Cycle Unemployment Rate 

Original and Reconciled S uhsampic 

Second Quarter 1955— Fourth Quarter 1974 



Year and 


Original 




Year and 


Original 




11 it rtc r 


1 t T J ' I. » 1 1 3 


M (■'I'dnt' 1 1 1'( 1 


q ujtrlcr 


response 


Reconciled 


6901 


3.5 


4.0 


7201 


5.2 


5.5 


6902 


3.6 


4.2 


* 7202 


5.0 


5.2 


6903 


3.8 


4. 1 


/ JU3 


J A) 




6904 


4.3 


4.5 


7204 


5.0 


5.ti„_ 


700! 


4.8 


5.2 


7301 


5.1 


5.2U 


7002 


4.9 


5.3 


7302 


5.1 


5.4 


7003 


5.0 


5.4 " 


7303 


. 4.9 


5.3 


7004 


5.6 


5.8 ' 


7304 


4.9 


5.4 


7101 


5.8 


6.1 


7401 


5.1 


5.8 


7102 


6.0 . 


6.3 


7402 


5.1 


5.7 


7103 


6.0 


6.5 


7403 


5.1 


5.7 . 


7104 


5.7 • 


6.2 


7404 


5.9 


6.6 



iXoie: For convenience, four-digit numbers are u.sed here and throughout the 
paper to express time periods (for example. J^.*>^^2 means the second quarter in 1955). 
Hstimates for 7403 and 7404 are actual values of unemployment adjusted _by post- 
saniple estimates of the. trend-cycle curve moving average weights. At tWs writing 
the available raw data indicate that the reconciled unemployment rate was 0.4 per- 
centage point higher than the original response rate in 7501; 0.7 higher in 7.>02: aiid 
0.4 higher in 750^3. ^ . 



by subtracting TCUOS from TCUAR'' and adding the ciifTcrcnce to sea- 
sonally a(^justcd UFS. The resulting adjusted rate (UADJ) frequently 
diverged from TCUAR/ with the difference as much as 0.7 percentage 
point in some quarters. In elfect. UADJ is an approximation of UFS cor- 
rected for understatement (bias). . ^ 

Bias-Adjusted Series 

UFS and UADJ are shown in Table 5 and Chart I for the period 5502- 
7503=v UADJ is higher than UFS, except in four quarters — -three. where 



•Trend-cycle rather than seasonally adjusted dlirerences were used because random 
fluctuations in- the original sub.sample and reconciled series, vv hile-sim'ilar. were not 
identical and hence would not have washed out. A jnultiplicative adjustment factor 
calculated from the raw reintcrview data and applied to the full-sample unemploy- 
ment rate before seasonal adju^tnienl could be expected to yield slightly, but not,, 
significantly, different final trend-cycle estimates, l-urther research on alternative^ 
adjustment methodologies would be useful, 

10 " . ■ - 
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Tables 



Full-Sample and Bias-Adjusted Unemployment Rate 
Second Quarter 1955— Third Quarter 1975 
(Seasonally Adjusted) 



Year 




■ 


Year 






and 


Full 


Bias 


and 


Full 


Bias 


\\ 11 ill IL 1 


sample 




qiUintr 


sa.npic 


:i(liii^tP(l 








6301 


5.8 


6.2 


5502 


4.4 


4.6 


6302 


5:7 


6.1 


. 5503 


4.1 


4.3 


6303 


5.5 


6.0 


5504 


4.2 


4.3 


6304 


5.6 


6. 1 


, 5601 


4.0 


4.2 


6401 


5.5 


P 6.0 


5602 


4.2 


4'.4 


6402 


5.2 


5.8 


5603 


4.1 


4.3 


6403 


5.0 


5.4 


5604 


i 


4.3 


6404 


5.0 


5,2 


- 5701 


\ 4,0 


4.1 


6501 . 


4.9 


5.2 


5702 


\i 


,4.1 


6502 


4.7 


5.0 • 


5703 


4.2 


4.4 


6503 


4.4 


4.6 


5704 


4.9 


5.2 


6504 


4.1 


4.2 


5801 


,6.3. 


6.5 


6601 


3.9 


4.2 


5802 


\7.4 


7.6 


6602 


.3.8 


4.0 


5803 


V 


7.4 


6603 


3.8 


4.0 


5804 




6.5 


6604 


3.7 


4. 1 


5901 


.5.8^- . 


5.9 


6701 


3.8 


4.4 


5902 


5 A \ 


5.2 


6702 


3.8 


4.3 


5903 \ 


53 


5,5 


6703 


3.8 :> 


. 4.3 


5904 


5.6 , 


5.8 


6704 


3.9 


4.4 


6001 


5.2 


■ 5.4 


6801 


3.7 ' 


. 3,9 


; 6002 


15.2 , , 


5,4 


6802 


3.6 


3.7 


6003 . 


,5.6 


5.9 


ooUJ 


J.J 


J, / 


6004 


6.3 


. 6,7 ' 


6804 


3.4 


3.8 


6101 


6.8 


7,2 


6901 


3.4' 


3.9 - 


^61()2 


7.0 


7.4 


6902 


3.4 


.4.0 


6103 


6,8 


7.1 


6903 


3.6 


3.9 


6104 . 


6.2 


6.3 


6904 


3.6 


3.8 


6201 ' 


5.6 


5.6 


. 7001 


4.2' 


4.6 


6202 


5.5 


5.5 


7002 ^ 


. ■ 4.7 


5.1 ..■ 


6203 


5.6- 


. .5.5 


7003 


5.2 


5.6 


6204 


, 5 .5 


5,6 


7004 


5.8 ■ 


6.0 
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Full-Sample and Bias-Adjusted Unemployment Rate 
Second Quarter 1955— Third Quarter 1975 
(Seasonally Adjusted) 



Year 
. and / 
muirter^ 


Full 

■111 1 1 1 I-* 1 w 


Bias 
adjusted 


Year 
and 
c]ijarter 


Full 
sitiiiple 


Bins 
adjusted 


7101 


6.0 


6.3 


7401 


5.1 , 


5.8 • 


7102 


5.9 . 


6.2 ' 


7402 ■ 


5.1 


5.7 


Till! 


O.U 


O.J 


1 4UJ> 


c s 

J .J 


.r>. i 


7104 


6.0 


6.5 


, 7404 


6.6 


7.3 


7201 . 


5.8 


6.1 


\ 7501 ' 


8.3 


8.7 


7202 


5 7 


5.9 


\ 7502 


8.9 


9.6 


7203 


5.6 


5.8 


7503 


• 8.4 


8.8 


7204 


5.3 


5.4 








7301 ■ 


5.0 


5.i 








7302 


4.9 


5.2 








7303 


4.8 


5.2 








7304 


• 4.7 


5.2 









Note: The adjustment of the full-sample unemployment rate in lSf75 is based on 
quarterly differences in raw reintervievv data (UAR-UOS). The data in this table are 
those available as of December 1975. In 1976 and later years revised seasonal ad- 
justment factors can be expected to raise or lower the full-sample rate in some 
quarters of recent past years by 0.1 or 0.2 point. The adjusted rate should be revised 
accordingly by the same amount. 

the two rates were the same (5702; 620.1, 6202) and one where UADJ 
was 0.1 percentage point below UFS (6203). The periods in which the 
differences were greatest are similar to the above-noted periods when 
TCUAR was substantially above TCU0S. . ^ * 

UADJ does little to revise the timiryg of UFS cyclicaj turning points. 
However, U ADJ shows a patterri><>f increasing relative to UFS fram cycle 
to cycle in successive peak unemploym'ent quarters. By comparison, there 
is npf a clear pattern of UADJ rising relative to U^S in successive low 
unemployment quarters. ^ / 

In tht*^ 1 957-58 recession the unemployment rate in the high unemploy- 
ment quarter (5802) was adjusted upward only slightly, from 7.4 percent 
(UFS) to 7.6 percent (UADJ). In the 1 960-6 L recession, the unemploy- 
ment rate in the high unemployment quarter (6102) increased from'V.O 
percent to 7.4 percent, or twice as much as in the prior recession. In the 
third and fourth quarters of 1971 the difference increased to 0.5 percent- 
age point (6.5 versus 6.0 percent), .iTTd in the most recent recession the 
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difference in 7502 widened to 0.7 percentage point at which time UADJ 
exceeded 9 percent — a record high. The pattern of a larger unemploy- 
ment gap in peak unemployment periods is consistent with the expecta- 
tion that increased joblessness provides more candidt^tes who are subject 
to misclassification and undercnumeration in interview. 

Whereas UFS exhibited a marked V pattern in 1973, reaching a low 
point in 7304, UADJ showed flatness throughout 1973, Thereafter the 
gap between unemployment rates rose, varying between 04 and 0.7 per- 
centage point (7401-7503), and averaging 0.6 point which is slightly 
more than in other past periods of high or rising unemployment. Based 
on Okun's Law, which relates the GNP gap to unemployment, this is 
equivalent to an additional average annual output gap of about 2 percent. 
Compared with UFS, UADJ in 1974-75 seemed to be more consistent 
with the sharp increase in the percentage GNP gap in/that period (i.e., 
Okun's Law-type predictions should do better based on UADJ). 

Relation to Other Variables 

Although UADJ and TCUAR differ from UFS in terms of level and 
variation in particular Cyclical subperiods, the overall cyclical variation 
in these series is not^reatly different. Therefore/ in comparative correla- 
tions with other cyclical variables, large differqf^nces in r- cannot fee ex- 
pected. Nevertheless, it will be; of interest iq( observe the direction of 
change, if any, in 7: in correlation^ where reinterview unemployment is 
substituted for full-sample unemployment, /as well as to note possible 
differences in multiple regression analysi$, e.g., in econometric wage 
functions. 

In a simple correlation analysis, quar^^erly UFS, UADJ, arid TCUAR 
were separatefy correlated with (seaspnally adjusted) GNP gap as an 
alternative aggregate utilization measUre and with (seasonally adjusted) 
average initial claims for unemployrtlent insurance under' state programs 
as an independent (non-CPS) uneipployment measure. Correlations were 
run for the period 5502-7402-'(/j^= 77), and for the subperiod 6501- 
7402 (/r= 38) when differences' in unemployment between reinterview 
and original interview were relatively large. Coefficients of determination 
adjusted for degreed of freedorti are shown in Table 6., 
' ■ •' / 

The differences in r- within table columrts are not hlrgc, and one pair. 

of correlations is identical, (top of column 1). Since the specific r- ** are| 
not regarded as significantly different from one another at a reasonable 
level of type I.error, it cdnnot be firmly concluded on this evidence that 
the reinterview data Contain independent cyclical information. Neverthe- 
less, the pattern of results and the direction of changes in r- are suggestive. 
UADJ did ^'better'' than UFS 3 out of 4 times with the difference between 
r relatively larger in the subperiod 6501-7402: By comparison, TCUAR 



Table 6 

T' for Selected Economic Series 



Avenige 

initial claims for GNP 

F*eriod and scries uncinploynient insurance' gap" 

(1) . (2) 



5502-7402 

.Full sample (UFS) .775 .757 

Adjusted (UADJ) .775 .770 

Tfcnd-eycle reconciled (TCUAR) .708 .710 

f 50 1-7402 

^ Full sample (UFS) .690 .743 

' Adjusted (UADJ) .755 . .794 

Trend-cycle reconcMed (TCUAR) .728 .765 



N(yte: The sign of r had the expected positive sign in all cases. 
'Seasonally adjusted. 



did not do as well as UFS against either the GNP gap or average initial 
unemployment insurance claims in 5502-7402. However, TCUAR did 
do marginally better than UFS in both cases in 6501-7402, aUhough still 
, not as well as UADJ. Within columns, r-'^ were at all times higher jn cor- 
relations which included UADJ than in correlations which used TCUAR/ 
lending support to the choice of UADJ as the preferred overall measure. 

A closer comparison of TCUAR^TCUOS (i.e., UADJ-UFS) and the 
,GNP gap in specific GNP cycles revealed foiir extended period^ in which 
the two series moved together sequentially: 6102-6203, 6401-6504, and 
7104-7204 (declines), and 7301-7404 ('increase). The relationship was 
particularly close during the 197 1-74 period when the unemployment rate 
dilference and the GNP gap both exhibited a pronounced K pattcirn. The 
low point of the cycle was the same (7301 ) in both series, whereas UFS 
did not bottom until 7304 — three-quarters later. TCUAR by itself also 
demonstrated the same superior timing ability relative to UFS in that 
period. 

Cyclical fluctuations in initial unemployment insurance churns closely 
followed TCUAR-TCUOS in the period of rapidly rising claims 5902- 
6101, as well aV in the subsequent sharp decline through 1961. The two 
series also moved similarly in both the expansionary and contractionary 
phases of the unemployment cycle in the' period after mid-1969, with 
TCUAR-TCUOS leading' the 1973 upturn in initial claims Jby two 
quartersr^ ' ' ; 

r5 * . 



22 



Wage Rate 

We are interested here in investigating whether UADJ will add to the 
explanation of wage change and will shed any light on the effectiveness of 
wage controls in the economy. UADJ and UFS will be separately tested 
in the wage rate equation of the Commerce Department's Bureau of Eco- 
npmic Analysis (BEA), quarterly econometric model. The normal form 
of the wage function, which is an extension of the Phillips form, is: 

• ' 4 

H//^K ^ ^ ^ a + OlJ^w. UFS ) - ^, (UFS - UFS ,.^) 

where W is nonfarm money wages per private employee in the current 
quarter, expressed in relation to the average of the previous four quarters; 
w is preset weights spread over five quarters (rising slightly in quarter /-I 
and declining thereafter); UFS is the . imple unemployment rate; 
UP/U is the ratio of unemployed males .iu ^ 54 to total CPS unemploy- 
ment (a minor inconsistency in the presence of UADJ), expressed as a 
four-quarter average (the current and previous three quarters); HM is 
average weekly hours of production workers in manufacturing: and PC is 
the implicit pricadeflator for personal consumption expenditures, in which 
quarter /-I is expressed in relation to the avf^rage of the previous four 
quarters." 

The unemployment rate serves as the traditional labor market pressure 
variable, with the change in unemployment reflecting the short-run im- 
mobility of labor. The primary worker ratio is a compositional variable; 
the hours ratio compensates for the absence of hours in the denominator 
of the wage rate (depC^ndent variabje); and lagged price change attempts 
to capture the effect of collective bargaining and price expectations. The 
important determinants of wage change are the unemployment and^price 
variables. 

What is the effect, ceteris paribus, o( substituting 17/1 0/ for UFS in the 
wage function? The regression results for the period 5602-7402 are 
shown in Table 7. Equation 1. includes UFS, and equation 2 uses UADJ^ 

Comparing results,^^- is higher in equation 2 than in equxition 1, but 
only slightly. The, standard error of the estimate (SEE) of equation 2 js 
lower, and the Durbin-Watson (DW) statistic slightly higher indicating a 
small reduction in first-order serial correlation in the residuals. The pres- 
ence of UADJ in equatioTr2 does not produce a sizable change in the 
regression coefficients of the level and changg unemployment variables, 
although the independent impact of UADJ on calculated values of 
'W/W^x,^ indicates slightly more of a dampening effect on wages (com^ 
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pared with the impact of UFS) in periods of rising unemployment. Further 
supporting the use of the adjusted unemployment rate are a higher /-ratio 
and a higher partial R- for the unemployment change variable in equation 
2^compared with equation 1. In the presence of UADJ, /-ratios and partial 
for the unemployment mix and price change variabilis were also higher 
in equation 2 than in equation 1. 

At key turning points in the wage cycle, i.e., at quarterly peaks and 
troiighs of the dependent variable, UADJ produced more accurate predic-^ 
tions of wage change than UFS half of the time, although both equations 
tended t6 underestimate at peaks and overestimate at troughs. There was 
no difference in predicted wage rate changes from equations 1 and 2 in 
the post-sample period 7403-7404 based on actual values of the indepen- 
dent variables. 

A comparison of the actual and calculated values of the change in wage 
rates serves as a test pf tne possible impact of vvage controls. Since equa- ^ 
tions 1 and 2 presumably contain the major variables that determine \yage 
change yet d6 not explicitj^ allow for the effect of controls or jof "jaw- 
boning,'' we can look to tjie sign and size of the residuals to tell the story. 
Negative residuals in tM control period would indicate that the explan- 
atory variables in the equation would have produced a more rapid rise in 
wages than actually dccurred so that the difference between actual and 
calculated va]ues of the change in wage rates could be attributed to v:on- 
trols. Zero or positive residuals >yould indicate that controls had no 
measurable effect in holding dowil wage increases. 

An examination of the residuals from equations 1 and 2 in the control 
period 7103-7402 showed that they were mainly positive' in both cases, a 
result which fails to support the effectiveness of the wage controls, al- 
though the average difference between actual and calculated wage rate 
changes in liquation 2 (which included UADJ) was slightly less thafl the 
average residuals from equation 1 (which mcd UFS). During the guide- ^ 
post period 1 962-66, .however, the residuals from both equations were 
slightly negative, ort average, indicating some restraining effect on wages, 
although the residuals did not differ in size."* 

Differences in the regressionr restilts of equations 1 and 2 in the sub- 
period 6501 -7402_were similar to those noted above, except that the 
/-ratio and partial of the unemployment level variable in the subperiod 



^Bascd on the finding of Telia and Tinslcy (1967) and of Simler and Telia (1968). 
the inclusion of estimates of the labor reserve (pptential labor force less actual labor 
force) in the wage function would likejy reduce or eliminate negative residuals in 
♦the guidepost period, indicating little impact of moral sua^on on holding down 
aggregate wage increases. In a more recent study, Gordon (1972) concluded that the 
wage guideposts failed to hold down wage rate increases, hut found that wage con- 
trols in 1971-72 were mode!|ately effective, restraining wagds by about a half per- 
cci^tage point. 

"* . ' ' 18 
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equation strengthened slightjy when UADJ was used (inereas'ing by 0,5 
.and 0.03, respeetively ), whereas in the longer period there were no sueh 
difFcrehees between equations for this Varidble. .Also, although the resid- 
uals froiii theJ two subperiod equations were larger than in the full period 
results, UADJ in the subperiod regression slightly improved wage ehange 
predietions in eaeh of the final six quarters ending in 7404, whieh ineluded 
the post-sample estimates in the seeond half of 1974, 

Labor Force Participation 

Unemployment is a eommonly used variable in labor foree participa- 
tion-rate functions to represent job opportunities or labor demand. We 
are interested in knowing the effect, if any, of substituting UADJ for UFS 
in a participation-rate function for secondary workers (all age-sex groups 
of working age except males age 25-54), VVc pt^rticularly want to know 
the possible impact on estirhates of the cyclical sensitivity of labor force 
participalioa^which is important in determining the size, of hidden un— 
employmetu, ^^^- -^ 

The labor force participation rate of secondary workers has been shown 
to be cyclically sensitive to unemployment (or employment) as an index 
of job opportunities'* and exhibits an upward time trend. On net, increases^ 
in job opportunities (declining unemployment) result in rising labor force 
participation, while worsening opportunities (rising unemployment! Je- 
suit in declining labor force participation. Thb participation^ rate of prime-^ 
age male workers has not been found to be cyclically responsive to ctn^ 
ploymcnt demand. ^ 

For present purposes" we can use the simple form of the; participation 
equation: r/^. ' 

(LIP)^ = a + (UFS , +• UFS\)I2 + hj + />,r : . 

where the dependent variable is the secondary labor force participation 
rate, L^F5 (or UADJ) is the total unemployment ratc^ which is expressed 
as an average of the two previous qjuarters, and T is a linear time trendy 
T and 7*; together rcflejcl the rising nonlinear trend in (L/P)^. Distributed 
lag analysis has shown that quarters /-I and t-2 arc the most significant 
for the unemployment variable, and therc^is no persuasive evidence tha^t 
diffcirent weights should be applied to the separate quarters. 

In his review of the literature. Mincer pointed out that lagging the 
employment (unemployment) variable climiiiatcs most of the ^fror of 
measurement bias that results from correfating labor force with unlagged 
employment. Mincer also convincingly argued that primary worker em- 
ployment is a preferred cyclical index of labor demand. However, since 

"For a. fuller explanation and critique, see *rella (1964, 1965), Dernburg and 
Strand (1966), and Mincer (1966). 



^igc-sex detail is not readily available for the reintcrview data to calculate 
a primary worker dlemand variable, we will use the lagged total unemploy- 
ment rate as an alternative. Since, we wish to observe the effects of UADJ 
versus UFS on the cyclical sensitivity of (L/P)^, ceteris paribus, full- 
sample estimates of the labor force in the dependent variable will be used 
in the alternative participation equations. Of course, the value of bi in an 
equation (hat includes both full.-sample L and UADJ would not necessarily 
be the same as Z?| in an equation that used L adjusted by the reinterview 
data ixnd UADJ (i.e., L adjusted in the same manner that UFS was 
adjusted to obtain UADJ), Since there is this iiiconsistency in using 
(unadjusted) L with UADJ in the same equation, we interpret any dif- 
ferences betwepfuthe-^quatlons below simply as a test of using UADJ 
y^rsusrUFlS d-, alternative proxy measures of the demand for labor for 
given estimate*^ of: labor supply. In the equations, /-ratios appear in paren- 
theses below the regression coefficients. The regression period is 6304- 
7402. V 

(1) (LIP) - 0.565 - 0.313t/FS, + UFSJ2 + 0.000647 

' (167.0) (5.9) ; •■ (4.2) 

+ 0.00001 8 r'. 
(5.7) . . 

r - .985; SEE = ^0023; DW - 1.51. 

(2) {L/P) = 0.563 - 0212UADJ- + UADJ + 0.000697 

' (144.5) . (4.7) r (4.0) 

+ 0.00001 7 n / 
(4.8) 

K = .982; SEE = .0025; DW == 1.31. 

The regression results of equations 1 and 2 are not (distinctly different. 
R- and SEE are similar; DW is slightly higher in equation 1. While all 
variables are highly statistically significant and the regression coefficient 
of unemployment is lower in equation 2, it cannot be concluded that the 
cyclical sensitivity of secondary worker participation has been significantly 
lessened by the introduction oIVaDJ; both of. the regression coefficie;its 
fall in the low range of existing estimates. When an adjustment was made 
for autocorrelated error terms (Cochrane-Orcutt), the regression co- 
efficient of the lagged adjusted unemployment rate rose and the regrcv»ion 
coefficient of the lagged full-sample rate declined, but only slightly. 

An alternative specification of the secondary participation function was 
tried. In addition to the unemployment rate lagged one quarter, the dif- 
ference between the unemployment rate in quarters h\ and /-2 was in- 
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eluded as a crude tCvSt to capture the possible (positive) impact of other 
househdd members becoming unemployed: 

0)(L,P) - 0.565 - 03\9L'FS^ -f- 0.377 - L'FS , 
' (164.2) (6.0) (2.3) 

+ 0.000577 + 0.000020r'. 
(3.5) (5.9) 

R- - .986; SEE - 0.0022; DW = 1.60. ' 

(4) (UP) - 0.564 - 0,114UADJ^ + 02111JADJ . - VADJ , 
' (143.2) (4.8^ (1.9) 

- + o.ooo65r + 0.00001 sr: 

(3.8) ^'(4.9) 
pr - .982; SEE - 0.0025; DW = 1.41. 

Again, the regression coefficient of the level of the adjusted unemploy- 
ment rate was shown to be lower (equation 4 compared witn equation 3), 
but not sigmficantly. The sign of the unemployment charfge variable was 
positive and could be interpreted as reflecting an income effect or an 
additional worker effect (whereas the negative coefficient of the level of 
the unemployment* rate reflects a discouraged wotker effect). However, 
this variable is relatively weak, and' the form of equations I and 2 is pre- 
ferred. As was the case with the unemployment level, the regression co- 
efficient of the unemployment change variable tended to be lower when 
adjusted values of unemployment were used, i* 

The tendency toward a reduced cyclical responsiveness of secondary 
worker participation when UADJ was substituted for ilFS in the different 
forms of the equation also' occurred in two additional sfSecifications — 
when the unemployment rate lagged one quarter was used as the only 
independent cyclical variable, and when the unemployment rate was sep- 
arately lagged one quarter and two quarters in the same equation. The 
tendency was thus persistent and was not sensitive to the form of the 
participation function. The difference between the regression coefficients 
of the alternative unemployment rate variables in the (L/P)^, function 
was createst when the rate's were expressed as VFS ^ (h^ =-.451; t = 
3.0);^and OADJ, (^ --.306; / = 2.3).\ 

An investigation of the quarterly residuals and post-sample predictions 
of the {L/P)s equations I and 2 did not reveal any striking differences. 
However, the dampening effects on secondary worker participation of 
the 1970 recession were better predicted by equation 2, while equation 
1 did relatively L.^tter in predicting (L/P),^ in the subsequent recovery 
up to mid- 1974. 
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Summary and Conclusions 



Census reinterview data have up to now been unexploited, yet contain 
new^and potentially valuable economic information. Using these data, we 
have shown'that when the official unemployment rate (UFS) js adjusted 
for response bias, it is consistently and significantly higher, with the gap 
between the unadjusted and the adjusted rate widening in the nr.ost recent 
quarters. There is a tendency for the gap to widen in periods when there 
are more unemployed persons subject to misclassification in original inter- 
view. The adjusted rate (UADJ) in the high unemployment quarter of 
the recent recession (7502) was estimated to be 0.7 percentage point 
above the official rate. For 1974-75, the understatement in UFS averaged 
^ f> point. 

-f '■ , 

UADJ exhibited some difference in cyclical behavior compared to 
UFS and in relation to other economic variables. Coefficients of determi- 
nation tended to be higher, although not significantly, in selected periods 
when UADJ was substituted for UFS in correlations with average initial 
unemployment insurance cUims» GNP gap, and wage rates. The inclusion 
of UADJ in a wage function provided no support for the effectiveness of 
wage controls. The use of UADJ as an alternative demand variable in a 
secondary labor force participation function did not revise previous esti- 
mates of the cyclical sensitivity of It^bor supply. Compared to UFS, UADJ 
appeared to be more consistent with the sharp rise in the percentage GNP 
gap in 1974-75. 

The comparatively high level of UADJ implies that the labor market has' 
been looser and potential output higher than previously realized. How- 
ever, since UADJ-UFS consists mainly of secondary workers, the addi- 
tional p6r-person hours and earnings contribution^to GNP is less than for 
primary workers or for the average worker currently in the labor force. 

The reinterview data indicate that the CPS also consistently under- 
states total employment. Therefore, past inflation has occurred in the 
face of higher adjust'^d numbers of jobholders as well as jobseekers. These 
findings suggest that ti:ose past periods which have been regarded as full- 
employment periods based on official full-sample labor force data, as 
well as the choice of target rates of unemployment, should perhaps be 
reassessed. • 

It is-hoped that the analysis and the time series reported here will 
encourage further research and experimentation with the reinterview data. 
Meanwhile, it would be desirable that more attention be given to improv- 
ing the techniques of CPS interview, including placing greater reliance on 
self-reporting rather than on proxy respondents. 
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